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Information Technology and Profits in Banking 


Profits - $ Millions 
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I.T. and Salaries are Unrelated in Banking 


Salary / Employee - $ 
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I.T. Accounts for a Large Share of Salaries in Banking 
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Comparison of I.T. Ratios and Performance for Banks 


COST PERFORMANCE 
RATIO: LT. RATIO: 
Compensation Information 

-% Productivity - % 


WELLS FARGO $/14 


2004 I.T. 
Company Name Spending - 
$Millions 


BANK OF AMERICA $2,055 
HIBERNIA CORP $38 
HUNTINGTON BANCSHARES $92 
STATE STREET CORP 
JPMORGAN CHASE 
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Information Technology Spending 
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Wide Range of I.T. Spending 


Costof Transaction Profit/ Median Median erty ae q 
Economic Sector Goods/ Costs/ Aes Sales/ ley Seen ee 
Sales .T./ Employee 
sales Sales Employee Employee 


Materials 
Consumer 


Consumer Staples 
Health Care 
Energy 
Financials 
Industrials 
Information 
Telecommunication 


Prof. Strassmann, IEEE Lecture, March 20, 2007 


Benchmarking I.T. Costs 


|.T. Costs $% Millions 


Proposed I.T. Budget 


Benchmark I.T. Spending 
Proposed - Benchmark Spending Difference 


Proposed / Benchmark Excess 


Benchmark I.T. Spending = Constant + VariableA * SG&A + 
+VariableB * Number of Personal Computers + 
+VariableC * Number of Professional Employees + 
+VariableD * Number of Office Clerical Employees + 
-VariableE * Number of Executive and Managerial Employees + 


+VariableF * Profit after Taxes 
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Calculating Over- and Under-Spending on I.T. 


Calculation 
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Action 


W¥hat is the banks's annual revenues in $ Millions? $44,363,000 
WVhae is the bank's annual total payroll costs, in $ Millions? 311,695,000 


ee 


Calculations Based on Comparable Salaries Only pone 


Constant in linear equation $(1 1.300.230) 


What is the bank's tetal ermployee count? 93.450 


Payroll cost per employee coefficient 0.000 | 305-4 | 


Overspending! (Underspending) *% 
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Information Productivity ® 


® Information Productivity is a Registered Trademark of Strassmann, Inc. 
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Transaction Costs and Profits are Unrelated 


Profit/ Cost of Transaction Transaction 
Company Name Sales Goods - Costs - Costs! Cost of 
| $Milliions $Millions Goods 
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Distribution of Information Productivity is Symmetric 
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Calculation of Information Productivity 


Calculate Information Value-Added (IVA) 


PROFIT. Net income before adjustments. 


EXPECTED RATE OF RETURN ON CAPITAL (Capital 
Asset Pricing Model) 


TRANSACTION COSTS. Financial, production, sales and 
other transactions; Sales, General & Administrative Expense 
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EXAMPLE 
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Outsourcing 
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Distribution of Corporate Costs 


Profit (3%) 


Information Technology (3%) 


Cost of Goods Sold (| 7%) 


| Purchases (54%) 


Transaction Costs (23%) 
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Purchases Is a Significant Cost Component 


Revenue- Value- Purchases/ 
Total Added Purchases Revenues 


Company Name - in $Millions Country 


WELLS FARGO & CO as $40,407 | $33,622| $6,785 


ROYAL BANK OF 
CREDIT SUISSE GROUP 
MORGAN STANLEY 
BARCLAYS PLC 
GOLDMAN SACHS 
JOHNSON JOHNSON | __UsA | $50514) $28,188] $22326] 44% 


Higher Compensation Does Not Call for More Outsourcing 


Average 
Compamy Compensation 
per Employee 


Outsourcing Return on 
Ratio - 7% Assets - % 


Johnson & Johnson $90,46 | 45.2% 14.9% 
Wyeth $57,336 59.2% 
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Cascading of Outsourcing Through the Value-Chain 


100% 


Value Chain Accumulation - % 


All Other Suppliers | Secondary Supplier Prime Supplier Manufacturer 
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Significance of International Outsourcing 


Economic Indicator (in $Billions) 2003 2004 
U.S. GDP $10,919 $11,679 
U.S. Imports $1,016 $1,152 


72 Imports/ GDP 9.3% 9.9% 
OECD GDP $29,281 $32,445 
OECD Imports $6,906 $8,218 
7 Imports/GDP 23.6% 25.3% 
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Method for Calculating the Outsourcing Ratio 


EXAMPLE 


[Special income minus losses | 80. 
income taxes | SI 
H 
IFB+C+D+E+F+G+H 
JHA. 
K=/A 
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Prof. Strassman 


Knowledge Capital ® 


io Knowledge Capital is a Registered Trademark of Strassmann, Inc. 
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Knowledge Valuation and Shareholder Equity for 5,913 Firms (2005) 


, shareholder Equity (3675) 
$10.1 Trillion 


Knowledge Valuation (64%) 
$14.4 Trillion 


Total Valuation $24.5 Trillion 
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Knowledge Value per Employee 


Knowledge 
Employees Value / 
- 000s Employee - 


Market Financial Knowledge Knowledge 
Company Name Value-$  Value-$ Value -$ Value/ 
Millions Millions Millions Book Value 


$ 
JOHNSON & JOHNSON 
GLAXOSMITHKLINE 


WYETH 
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Knowledge Value, Compensation and Net Worth of Employees 


2004 Knowledge em pores Worth of an 
Compensation in 


Value/Employee 7004 Employee 


JOHNSON & $282,/23 $100,764 $181,959 
GLAXOSMITHELIN $628,/0/ $90,276 $538,43 | 


Company Name 


NOVARTIS $88,463 $85,80/ $2,656 
WYETH $476,222 $63,818 $412,403 


ROCHE $153,463 $109,684 $43,779 
ASTRAZENECA $158,133 $82,414 S/5,719 
NOVO-NORDISK $123,923 $83,655 $40,268 
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Most of Profits Derived from Knowledge Assets 


Knowledge of Profit % of Profit 
Total 
Value- from from 


Added - $ a ae Financial Knowledge 
Millions 


Company Name 


Millions Assets Assets 


JOHNSON & JOHNSON $7,223| $8,509 15.1% 84.9% 
GLAXOSMITHKLINE $7,750| $8,246 94.0% 


WYETH 12.8% 
ROCHE 67.9% 
ASTRAZENECA 73.2% 
NOVO-NORDISK 5 1.6% 
SCHERING 54.3% 
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Sector Distribution of Knowledge Capital/Employee 


Knowledge Capital 
/ Employee - $ 


Materials 1,341,750 
Consumer Discretionary 10,813,962 
Consumer Staples 9,165,135 
Health Care 2,931,137 
Energy 681,928 


sector Employees 


Industrial 7,624,743 $76,249 
Information Technology 3,136,534 $259,323 
Telecommunications 767,444 $187,323 


Financial 3,352,42 | $328,486 
Utilities 569,073 $265,227 
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Concept of Knowledge Conversion Efficiency - Abbott Laboratories 
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Transaction Costs, Knowledge Valuation 
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Calculating the Worth of an Employee 


Costs and Valuations Example 


Market Value (Market Capitalization at Year-end) - $ Millions $188,213 


Financial Value (Shareholder Equity) - $ Millions $31,813 
Knowledge Value (At Stock-Market Prices) - $ Millions [ A - B] $156,400 


| Number of Employees (in 000s) | 
Average Compensation / Employee - $ [F *!000 / D] 
Worth of Knowledge Capital - $ Annual [E *H * |] 


K | Average Worth of an Employee - $ [] - G] $181,959 
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Social Issues 
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Employment is Shifting to Females 


Employment - 
000s 


Executive, managerial 
Professional 
Service occupations 


Occupation Female-%  Male-% 


Sales 


| 16,433, 
Office and administrative 
Natural resources, construction 
Production, transportation 
Total Employment 
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Increased Importance of Females in Information Occupations 


Employment - 
000s 


Computer and information systems 
Financial 1,045 


Human resources 


Medical and health 


Female-% Male-% 


Managerial Occupations 


Social and community 
Wholesale and retail 
Purchasing agents 

Human resources 
Accountants and auditors 
Insurance underwriters 
Loan counselors and officers 


Tax examiners, collectors 
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os, 


Summary 


Prof. Strassmann, 


Corporate information economics offers methods 
for assessing the contributions of |.T. and of 
Transaction Costs. 

Corporate information economics offers an 


approach to budgeting of I.T. and in the planning 
for information resources. 
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